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FOREWORD

Although this memorandum on Soviet econamic policy 1s focused
on 1954, the continuous nature of economic policy formulation and
the time-consuming process involved in the implementation of a
complete econamic program render highly artificial any uniform time
period such as a calendar year. The present review attempts to
reflect the real continuity of the process by relating the events
of the year to policies introduced before 1954 and by including,
insofar as possible, the major economic policy developments in the
early months of 1955. No attempt has been made, however, to treat
systematically the policy changes in the current year.
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SOVIET ECONOMIC POLICY IN 1954

Summarz

The achievements of the Soviet economy by the end of 1953, with
only 2 years remaining in the Fifth Five Year Plan (1951-55), were
not sufficlently impressive to guarantee the successful fulfillment
of the 1955 Plan goals. The Plan, belatedly adopted by the 19th Party
Congress in October 1952, apparently had suffered from the lack of an
effective, detailed program at the outset of the 5-year period. Fur-
thermore, the various economic adjustments attendant on the revised
economic policy introduced by the new leadership in 1953 had had a
depressing effect on the performance of the economy. As a consequence,
there was no margin to allow for any further interruptions in the
functioning of the economy. Thus at the beginning of 1954 the pros-
pect for achievement of the Fifth Five Year Plan goals hinged largely
on the success of the new economic policy -- a policy which, as yet,
had not been in operation long enough to prove its effectiveness in
meeting the two basic problems which had become increasingly acute
during the course of the Fifth Five Year Plan: diminishing gains in
labor productivity and slow growth in agricultural production.

In 1954 the Soviet leadership tried to strengthen those aspects
of the 1953 policy which bore most directly on these two basic prob-
lems. Thelr solution was complicated by the fact that both problems
were products of the most fundamental of all Soviet economic objec-
tives -- the forced development of the industrial sector of the econ-
omy. The principal aim of Soviet policy in 1954 was to boost labor
productivity and agricultural production with a minimum of interrup-
tion to long-term industrial development. The tagk of increasging the
productivity of labor was essentially one of lncreasing the availabil-
ity of consumer goods, thereby meking more meaningful the system of
incentive wages. The problem of lagging agricultural rroduction was
more complex, involving deficiencies in the institutional organi-
zation of production and also unique problems of investment as well
as the problem of agricultural income incentives.

* The estimates and conclusions contained in this memorandum repre-
-sent the best judgment of ORR as of 1 May 1955.
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machine work, large numbers of workers were transferred from seasonal
to permesnent work in the Machine Tractor Stations. The method of
determining obligatory workday minimums for labor on kolkhozeg was
revised. It was hoped that these measures would correct some of the
more serious defects in the collective organization of sgricultural
production.

The effects of the 1954 policy on the economy were varied. Con-
sumer goods production, excluding food-processing industries, is
estimated to have increased over the 1953 level by 11 bercent, a per-
formance nearly equal to that of the producer goods industries. Food
products remained scarce, however, and agricultural production, set
back by adverse weather conditions, was not so great as planned, in
splte of the success of the new-lands program. The industrial wage
fund was again overexpended. These and other cost Pressures stemming
from the new policy created a large gap between actual and planned
profits, as in 1953. As a result, fewer wholesale Price reductlons
were made in either year. In l95h, in order to combat further the
growing inflationary pressures, a smaller and more selective retail
price reduction was granted. No retail price reduction has been
granted thus far in 1955, and the state loan from the population has
been doubled to absorb some of the excess purchasing power. In spite
of the mixed effects of the new policy, however, it appeared at year's
end that the consumer was slightly better off, that the Five Year Plan
goals were more certain to be fulfilled, and that the defense effort
could be restored to its origlnal level.

I. Introduction.

The economic c¢ourse of action, or program, set forth in 1953 after
the death of Stalin was pursued in s reasonably faithful and generally
succegsful fashion in l95h, the first full year of the new economic
policy. Throughout the year it became necessary from time to time to
make certain revisions in the policy to keep the economy bearing true
to course. These policy revisions in 1954, touching upon nearly every
facet of economic activity in the USSR and involving a number of types
of economic control mechanisms (including prices, taxation, wages,

_3..
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profits, and direct allocation of commodities), did not add up to a
significant alteration of the basic economc policy formulated in 1953.
They did indicate, however, the nature and extent of the stresses im-
posed on the econcmic system by the tasks of the new program and the
degree to which the administration was willing to make the adjustments
necessary to carry out successfully its progrem commitments.

Certain of tte actions taken in 1954 apparently were designed to
realize even grester asgricultural and consumer goods goals than orig-
inally set forth in 1953, but 1t was also evidq'nt , especially during
the last few months of 1954 and in January-February 1955, that neither
the basic industrial development of the economy} nor the defense estab-
lishment was to be allowed to suffer noticeably as a result. These
actions, although halting the rapid rate of increase in consumer goods
activity attainec. in 1954, were designed to maiintain this sector at
its newly created. level and at the same time tgo provide the defense
establishment with a substantial increase in e penditure which would
more than restore the reduction permitted in 1 54 in order to support
the initisal costs of the new program. i

|

Such revisions as were made in Soviet econémic policy in 1954 in
favor of the consumer or of agriculture were almed at fulfilling the
limited objectives of the 1953 policy. They were not intended to
challenge the classic Soviet emphasis on heavyijindustry. In fact,
the expansion in consumer goods and agriculture was calculated, to a
considerable extent, to remove certain barriers to further expansion
of the industrisl base of the economy, Diminighing gains in Jlabor
productivity and chronic shortages in the agricultural sector had
become increasinzly serious during the first years of the Fifth Five
Year Plan (1951-35). It was to these protlems in particular that many
of the policy revisions of 1954 were directed.

II. &icu.lture .

The original Fifth Five Year Plan, adopted by the 19th Party
Congress in October 1952, envisioned substantiel increases in the
level of agricultural production by 1955. The goal for grain produc-
tion in 1955, for example, was set at one and ;bne-ha.lf times the 1950
level. The goals formulated in 1952 were to be achieved by means of
an agricultural policy designed to increase tkie ylelds of grain.
Malenkov stated at the Party Congress that gince the prewar level of
sown acreage had been reached, the correc’; method of achleving an in-
crease in output was to increase yields comprehensively. Before the

-4 -
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death of Stalin, however, there was no discernible effort to trans-
late these ambitious goals into an effective program of sgricultural
development. Without such a program the great agricultursl expecta-
tions of the Fifth Five Year Plan were unrealistic.

It was not until August 1953 that a realilstic effort was made to
formulate and carry out an agricultural policy designed to produce
significant increases in the level of agricultural production.
Malenkov then stated, at the meeting of the Supreme Soviet, that the
serious failures in agriculture must be overcome by a program of i1n-
creasing the economic incentive of kolkhozes and kolkhoz members.

The program adopted a month later by a plenum of the Cential Committee
of the Communist Party provided measures for the improvement of live-
stock, potato, and vegetable production. Procurement prices paid by
the state for the delivery of compulsory quotas of these products were
increased. For some of the products, the increases were the first
granted in 20 years. 1In addition, certain compulsory delivery quotas
were reduced. The agricultural tax levied on the rural pcpulation
also was revised in September 1953. The former tax schedule, which
varied accordlng to the value of the crop, was replaced by a uniform
tax rate levied on land area regardless of the type of crop raised.
The separate tax on individual livestock holdings was abollshed in
order to encourage private llvestock breeding by members of the
kolkhoz. It was hoped that these procurement price changes and tax
changes would produce & redirection of effort toward those food prod-
ucts most urgently needed and would provide, at the same time, ad-
ditional income to the kolkhozes and kolkhoz members as further
production incentives. That the production of processed foods in-
creased by little more than half the amount scheduled for 1954 was
the result of adverse weather conditions rather than of insppropriate
changes in agricultural policy.

The agricultural policy developed in August and Septenber 1953
offered few detalls as to how the Fifth Five Year Plan goal for grain
production, as set forth in 1952, was to be reallzed. It was men-
tlioned only that grain production should be developed through further
increasing ylelds. Between September 1953 and March 195&, however,
Soviet leaders apparently reassessed the efficacy of a policy devoted
solely to the intensification of the production effort on existing
cultivated lands. It was announced by Khrushchev at the February-
March 1954 plenum of the Central Committee that the major effort to
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increase grain production in 1954 and 1955 was; to be focused on the
extension of grein cultivation to new lands, primarily in Kezakhstan
but also in Altey Kray and West Siberia. ]

The significance of the new policy was nod in the decision to
increase grain production, for this had bszen made in the formulation
of the original Plan. The significance was in the decision to augment
the program of :ntensive development of agricalture by a concerted
effort to extend the margin of cultivation to the new lands. The com-
paratively low return on additional investmenﬁ in equipment on the old
lands, especially in heavy tractors, was endangering the achievement
of planned prodaction goals. The new-lards p#ogram had the short-run
attraction of an immediate production return and the longer run attrac-
tion of permitting some lands traditionally devoted to food grain pro-
duction to be converted to the production of feed grains in support of
an expanded livestock program. This, in turn, eventually would reduce
the need for livestock raising by individualé, which of necessity had
been encouraged by the 1953 changes in agricdltural tax and procurement
price policy. Furthermore, the extension of lcultivation into the new
lands, with a greater ratlio of state farms td kolkhozes than in the
old lands, constituted another small step to#ard the eventual elimi-
nation of private plots and kolkhozes and aséured the state of a
larger marketed share of new production than would have been obtained
from a compara’>le Increase in production on the old lands.

The new-laads policy set forth in Merch l95h was rapidly imple-
mented and wita such initial success that the Plan goal for 1955 of
13 million hectares of new lands was en]argeﬁ, calling for 28 to 30
million hectares by 1956. In addition, the ratio of state farms to
kolkhozes was to be still greater on the addﬂtional new lands. Al-
though the new-lands program was proceeding apace, certain short-
comlngs were discussed at the June 1954 pleﬁum of the Central Committee.
Construction ¢f the necessasry buildings, especially housing, was
stressed as the greatest need. Throughout lhe remainder of 1954, con~
siderable effort was made to insure an increased supply of building
materials to ihe new areas. J

The June 954 plenum was concerned not $nly with the new-lands
program. Insiequacies of the entire agricultural program also were
discussed at length. Seversal policy decisiéns were contiaued from
1953 or newly initiated in 1954 to deal with these problems. The
short supply of foodstuffs was recognized npt only by the continua-
tion of the higher procurement prices and lrwer tax provisions

- ——— — —
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establlished in 1953 but also by the introduction in August 1954 of
seasonal varlations in prices of foodstuffs. Furthermore, the ammual
retall price reduction in April 1954 was considerably smsller than in
1953. In keeping with the reletively greater scarcity of foodstuffs
the bulk of the reduction was in manufactured goods.

Several steps were taken in 1954 to increase the share of grain
production procured by the state from kolkhozes. In June, graln pro-
curement prices were increased, and arrangements were made to continue
the practice established in 1953 of releasing manufactured consumer
goods and certain building materials to kolkhozes on the basis of their
record with regard to above-quota deliveries of bread gralns to state
procurement agencies.

The agricultural labor force was affected on seversl counts in
1954, partly as a byproduct of the new-lands program and partly as a
result of measures concerned specifically with agricultural labor.
That portion of the agricultural lebor force working for wages, and
hence subject to greater state control, was increased by the transfer
of large numbers of workers from seasonal to permanent employment in
the Machine Tractor Stations and by sending cadres to the new lands
on a wage basis. Kolkhoz members, who are not on a wage basls, were
subjected in 1954 to a new system of determining obligatory workdays.
The significance of the new system was twofold. The new obligatory
minimum of workdays for able-bodled kolkhoz members was higher than
the minimum for the preceding year, thus furthering the effort to
lncrease agricultural production on the old lends. But perhaps of
greater significance was the fact that the new system gave the kolkhoz
greater freedom in planning the utilization of manpower. It provided
for the establishment of the workday schedule, both for the year as a
whole and for the various seasons of farm work, by a general meeting
of the kolkhoz mermbers, who were to take into consideration the
specific conditions on the individual kolkhoz.

Khrushchev had stressed at the February-March 1954 plenum that
agricultural plenning was too centralized, thereby impeding the use
of avallable production alternatives, inhibiting local initiative, and
weakening any general interest in increasing yields. He reminded the
plenum that as far back as 1939 the Party and the government had
abolished the order under which kolkhozes were glven obligatory plans
for each separate grain crop but that Gosplan and the agricultural
ministries had ignored the action. The decentralization of workday

- T -
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planning introduced in 1954 presaged the introduction of a decree in
March 1955 which formalized Khrushchev's sentiqents toward greater
decentralization in the planning of agricultural crops. Both actions
indicated an increasing recognition of the fact that central planning
had not taken account adequately of local variations in the circum-
stances of agriciltural production.

Agricultural investment policy in 195k waslconsistent with the
requirements imposed by the new program. State investment in agri-
culture rose fram 12 billion rubles in 1953 to|18 billion rubles in
1954, Although shis increase did not represent fulfillment of the
planned goal of 21 billion rubles, the shortfall appeared to be the
result of inability to translate rubles into géods, especially con-
struction materials and equipment, at so rapid/a rate, rather than a
failure of the siuate to pursue its stated agricultural investment
policy. In addision to the state agricultural investment of 18 billion
rubles in 1954, agricultural investment by the 'kolkhozes from their
own funds and loans amounted to 21 billion rubles, an lncrease of 5.5
billion rubles over the 1953 level of 15.5 billion rubles. This
sizable increase in investment by kolkhozes was made possible by the

. 1953-54 revisions in state procurement prices and tax policy, which
hsd increased kolkhoz income, reportedly by 13 ‘billion rubles in 1953
and 35 billion ribles in 1954. In additicn, the state intensified
its policy of en:zouraging kolkhozes to obtaln 1ong term loans for
investment purposes from the Agricultural Bank, Agricultural invest-
ment policy in 1954 thus produced an increase in total agricultural
investment (state and kolkhoz) of approx1mately 4O percent over 1953.
The 1955 plan for total agricultural investment indicates that agri-
cultural investment policy will be geared to approximastely the same
level of activity as in 1954, the planned figure of 41 billion rubles
for 1955 lylng between the h2 billion rubles planned for 1954 and the
39 billion rubles actually achieved. |

IXI. Industry. |

An indication of Soviet economic policy wiéh regard to industry
1s to be found i1 the record of the relative share of total state in-
vestment sllocata>d to the industrial sectcr of the economy and in the
pattern of distribution of that share between heavy industry and the
consumer-orientel light and food industries. During the Fourth Five
Year Plen (1946-30) an average of 64 percent of total state investment
was allocated to the industrial sector, as campared with an average
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of 50 percent in the late prewar years. All of the increase during
this period was allocated in favor of heavy industry, while the light,
food, and textile industries received a smaller share of total state
investment than in the prewar period.

Until 1954 the pattern of distribution of state investment between
heavy and light industry changed only slightly from the pattern set in
the Fourth Five Year Plan. In 1953, heavy industry received 58 per-
cent of total state investment, and light industry received 5.5 percent,
together accounting for 63.5 percent of total state investment. The
1954 plan contemplated a shift in this pattern in favor of light indus-
try. It was planned that heavy industry's share in total state invest-
ment would be reduced to 53.2 percent and light industry's share would
be increased to 8.5 percent. The full extent of the planned shift in
the relative shares to heavy and light industry was not realized. The
share to heavy industry was reduced only to 55.7 percent, and the share
to light industry was increased only to 7.3 percent, of total state
investment. Yet this degree of change was a significant departure from
the pattern of the past and was an indication that one of the various
policy revisions made in conjunction with the new pProgram was an actual
shift in the pattern of state-allocated resources for investment.

Industrial production, as well as the investment pattern, showed
some of the effects of the 1954 revisions in economic policy. The
order of priorities for the allocation of meterials, applicable to a
large number of material inputs to industrial production, apparently
was revised to some extent in favor of the consumer goods Industries at
the expense of the defense industry. It is estimated that consumer
goods production (excluding food processing) increased 11 rercent over
the 1953 level. This performance nearly equalled the increases in the
producer goods industries (energy, 10 percent; metals, 13 percent;
chemicals, 14 percent; construction materials, 1b percent; and forest
products, 10 percent). By contrast, production of military end items
by the defense industry showed no increase, 1954 production being
only 98 percent of the 1953 level.

In addition to improving the relative position of consumer goods
industries in the allocation of inputs, 1954 changes in allocsational
policy served to increase the freedom of all producing ministries to
plan the utilization of centrally allocated materials. At midyear
1954 the list of funded commodities (those subject to direct state
allocation) was redrawn so as to reduce greatly the number of specific
commodity entries, leaving in their stead more generalized categories

_9-
S-E-C-R-E-T

Approved For Release 1999/09/21 : CIA-RDP79T00935A000300170001-3



Approved For Release 1999/09/21 : CIA-RDP79T

—— p— g — —

which afforded the ministries greater leeway
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by 1952, had ircreased to 1,600 the number of
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The number of workers entering industry in 1954, as in the previous
years of the Fifth Five Year Plan, exceeded the planned increase in
the industrial labor force, and labor productivity did noft iIncrease so
rapidly as planned. As a consequence, the planned wage fund was again
overexpended -- a chronic symptom of the Soviet system of forced de-
velopment, which exerts constant pressure on the labor supply. With
the operation of such a policy, the system of incentive bonuses and
other wage premiums is misused frequently to attract workers on a com-
petitive basis and thus 1s not always geared exclusively to production
performances. The Council of Ministers continued in 1954 to point
out the weakening of control over the expenditure of the wage fund in
several areas and ordered the minlstries to take serious measures to
strengthen this control.

Overexpenditure of the planned wage fund and other cost pressures
led to an underfulfillment of the planned profit goal in 1952 and a
still greater underfulfillment in 1953. Evidence to date indicates
that the government's reaction to this situation both in 1953 and in
1954 was a slackening off of the wholesale price reductions which had
been carried out sporadically since 1949, pursuant to the policy
announced. at that time of passing along all cost savings throwgh whole-
sale price reductions. The degree of fulfillment of the 1954 goal for
planned profits has not yet been reported, but 1t is possible that
fewer and smaller wholesale price reductlons were made in 1954 so that
such cost savings as were realized could be used to avold a repetition
of the large gap of the previous year between actual and planned profits.

The increasing overexpenditure of the industrial wage bill in 1953
and 195k, as well as the smaller state loan and the higher state pro-
curement prices of those years, contributed to the buillding up of un-
used consumer purchasing power. In an effort to preserve a balance
in the income flows between the state and the population, the annual
state retail price reductions were granted on a scale considerably
smaller than in previous years. By the end of the year it was
apparent that price policy alone was insufficient to counter the
increased purchasing power in the hands of the population. Con-
sequently, the plan for subscription by the population to the
annual state loan, which had been halved in 1953 to assure a
purchasing power adequate to absorb the planned increase in con-
sumer goods, was returned in 1955 to the higher level which
prevailed prior to 1953.

- 11 -
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IV. Transport, T'rade, and Housing.

Most of the economic policy adjustments in
and industry, an indication of the size and th
sectors as well as of their importance to the
omy. Transport, trade, and housing -- much sm
by any standard of measurement -- were, howeve
policy considerctions during the year, most of
adjuncts to the adjustments made in agricualtun

From the point of view of state investment
of these three cectors has been a traditional
nomic developmerit. The allocation of state in
portation and communications system has contin
portion of total state investment since the pe
in the Fourth Five Year Plan. The continuatio
reduced to 11 percent the share of total state
to this sector in contrast to 21 percent durin
Plan. Thus in 1954 the predominant emphasis i
continued to be placed on a more intensivs uti
cilities and a continuation of the drive to re
of haul and to eliminate crossfreight. Taere
during the year that this policy would be augm
by the introduction of new equipment and facil
In part, this wes in connection with the new 1
the new-lands program, but, in addition, an im
program was anncunced, production of electrie
significantly, end production of steam locomot
to the level aclhieved during reconstruction in

Investment policy in l95h, because of the
of the new program, had a pronounced effect on
the economy. Traditionally the smallest recip
locations, this sector was to receive almost g
vestment in 195k instead of the usual 1 percen
indicates that this higher level probably was
the actual increase -- as well as the intentio
significant deperture from the past.

The share of the gross national produzt of]

in the trade sector continued to grow relative
1954 as the consumer goods supply increasszd:

- 12 -

5-E-C~-R-E-T

- ——-—— — —

Approved For Release 1999/09/21 : CIA-RDP79T

00935A000300170001-3

1954 were in agriculture
e complexity of these
functioning of' the econ-
laller activity sectors
r, the subject of some

which were necessary
e and industry.

policy, the slighting
feature of Soviet eco-
vestment to the trans-
ually declined as a
riod of reconstruction
n of this trend in 1954
Investment allocated

g the PFourth Five Year
n transportation policy
lization of existing fa-
duce the average length
were some indications
ented in the near future
ities at a grester rate.
l1nes needed to support
pressive diesellzation
locomotives increased
ives increased nearly

1949,

consumer goods aspect
the trade sector of
ient of investment al-
percent of total in-

t. Although evidence

not quite atteained,

n of the plan -- was-a

the USSR originating
to other sectors in
Soviet economic policy

00935A000300170001-3




»

Approved For Release 1999/09/21 : CIA-RDP79T00935A000300170001-3

S5-E-C-R-E-T

— - —

continued to draw an increasing portion of total retail trade into
state and cooperative markets and away from the kolkhoz markets.
Baslcally this trend is a product of urbanization, but, in 1954 as

in past years, Soviet policy has been designed to encourage the
shift. The 1953 order of the Ministry of Trade making consumer coop-
erative organizations responsible for acceptance of agricultural
products on a commission basis from kolkhozes and kolkhoz members was
continued in 1954, Another example of such a policy was the provision
to extend credit in 1954 to consumer cooperatives for the purchase of
agricultural products at purchase and ceiling-purchase prices, in-
cluding advance payment to suppliers on contracts, regardless of the
status of their settlements for Gosbank loans.

State investment allocations to housing, which had averaged be-
tween 12 and 13 percent of total state investment throughout the post-
war perlod, were increased to 15 percent in the 1954 investment plan.
Although an increase of such small magnitude was insufficient to pro-
vide a spectacular rise in housing accommodations, it appeared to be
an upward revision of the housing policy originally guiding the new
economic program. No mentlon was made of an increased allocation to
housing in the 1953 pronouncements of the new program.

In addition to the increase in the proportion of total state in-
vestment allocated to housing, & significant aspect of Soviet housing
policy in 1954 was the greater opportunity for construction of private
housing. Throughout the year a continual effort was made to keep
construction materials flowing to the open market. In the past the
major deterrent to construction of private housing was the inability
to obtain supplies, so that loans for construction, which could have
been obtained at a nominal interest charge, went begging. Another
boon to private housing, though limited in scope, was the granting of
nonreturnable building locans to settlers in the new lands, the first
time that outright grants have been made to private housing.
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